


al 


[COMMITTEE PRINT] 


REPORT No. 4 
OF THE 
SUBCOMMITTEE ON HOUSING 


OF THE 


COMMITTEE ON BANKING AND CURRENCY 
{HOUSE OF REPRESENTATIVES 


FEDERAL NATIONAL? MORTGAGE 
ASSOCIATION 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1956 








SUBCOMMITTEE ON HOUSING 
ALBERT RAINS, Alabama, Chairman 


HUGH J. ADDONIZIO, New Jersey RALPH A. GAMBLE, New York 
WILLIAM A. BARRETT, Pennsylvania HENRY O. TALLE, Iowa 
BARRATT O’HARA, Illinois GORDON McDONOUGH, California 
THOMAS L. ASHLEY, Ohio WILLIAM B. WIDNALL, New Jersey 


Joun E. BARRIRRE, Staff Director 
ROBERT R. Poston, Chief Counsel 
JoHN J. McEwan, Jr., Housing Economist 





j 
| 


6 eae 


| 
| 
i 








LETTER OF TRANSMITTAL 


Hovuss& or REPRESENTATIVES, 
SUBCOMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, May 9, 1956. 
Hon. Brent SPENCE, 
Chairman, House Committee on Banking and Currency, 
Washington, D. C. 

Dear Mr. Cuartrman: I have the honor and privilege, as chair- 
man of the Subcommittee on Housing, to submit the fourth of a series 
of reports of the subcommittee on Government-assisted housing pro- 
grams. The report is concerned with the problem of the Government’s 
role in supporting the private secondary market for VA-guaranteed 
and FHA-insured loans. 

I wish to extend my personal thanks to my colleagues, Hon. Hugh 
J. Addonizio, Hon. William A. Barrett, Hon. Barratt O’Hara, Hon. 
Thomas L. Ashley, Hon. Ralph A. Gamble, Hon. Henry O. Talle, 
Hon. Gordon L. McDonough, and Hon. William B. Widnall, for their 
active interest and contribution to this report. 

Sincerely yours, 

ALBERT Ratns, 
Chairman, Subcommittee on Housing. 
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1. INTRODUCTION 


This is the fourth report of the Subcommittee on Housing of the 
Committee on Banking and Currency, pursuant to House Resolution 
203, which authorized full and complete studies and investigations of 
virtually all phases of Government-assisted housing programs. The 
members of the subcommittee are: Hon. Albert Rains, chairman; 
Hon. Hugh J. Addonizio, Hon. William A. Barrett, Hon. Barratt 
O’Hara, Hon. Thomas L. Ashley, Hon. Ralph A. Gamble, Hon. 
Henry O. Talle, Hon. Gordon L. McDonough, and Hon. William B. 
Widnall, 

Our earlier reports, based on extensive hearings in New York, 
Philadelphia, Los Angeles, and Chicago, as well as visits to military 
installations, covered a number of important housing problems and 
programs. The first report dealt with slum clearance and urban 
renewal; the second report was concerned with the problem of mortgage 
credit and also with the cooperative and rental housing programs of 
the Federal Housing Administration; the third report was devoted to 
the military housing program under title VIII of the National Housing 
Act. 

This, our fourth report, will be concerned with the question of 
Government support in the secondary mortgage market, with primary 
attention given to the operations of the Federal National Mortgage 
Association. The report is in large measure based upon a 2-day 
hearing conducted in February in Washington which was concerned 
exclusively with the activities of the Federal National Mortgage 
Association. In that hearing, the subcommittee had the benefit of 
expert testimony from Government spokesmen, from lender repre- 
sentatives, and from representatives of other organizations concerned 
with the secondary market support problem. The report is also 
based in part upon staff studies and upon pertinent material developed 
in the subcommittee’s previous hearings. 

In our second report dealing with mortgage credit, we discussed 
thoroughly the question of mortgage discounts, the question of credit 
curbs, the question of ‘mortgage warehousing,” and made certain 
recommendations on all three of these subjects. As our report indi- 
cated, we had heard considerable testimony, particularly on the west 
coast, which dramatized the lack of mortgage capital at reasonable 
prsses in many areas of the country. We learned that in many areas 

uilders were unable to obtain GI and FHA financing except at an 
excessive discount. Indeed, we learned that builders were unable in 
some cases, to obtain forward commitments for mortgage financing 
at all, although such instances were fortunately rare. 

Since the operations of the Federal National Mortons Association 
are designed to provide a measure of liquidity to the private secondary 
mortgage market for VA-guaranteed and FHA-insured loans, and since 
FNMA is supposed to furnish some measure of relief when the private 
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secondary market fails to supply sufficient funds at a reasonable price, 
the subcommittee decided that it would be well to reexamine the 
structure, functions, and operations of FNMA to determine whether 
it, is im fact operating as an effective supplemental secondary mortgage 
market, and, if not, to determine what improvements or corrections 
might be necessary to assure the effectiveness of FNMA’s support role 
in the private mortgage market. 


2. THE NATURE OF THE PROBLEM 


In our Washington hearing much of the testimony seemed to fall 
into two main camps, although there were, to be sure, gradations of 
opinion in between. One group, comprised largely of the institutional 
lender groups, took the position that it would be unwise to make any 
liberalizing changes which would further expand FNMA’s support 
role. This group apparently believes that the existing sources of 
mortgage capital are adequate and that no further buttressing support 
on the part of the Government is necessary. At the other end of the 
spectrum, other groups, such as the National Association of Home 
Builders, the National Association of Real Estate Boards, and the 
National Housing Conference, take the position that there are de- 
ficiencies in the existing sources of mortgage credit and that these 
deficiencies would be greatly minimized by revamping and substan- 
tially altering the nature and scope of FNMA’s support operations. 
The subcommittee emphatically rejects the ‘“‘standpattism” school 
which believes that all is well in the mortgage world, and that no 
revisions in FNMA’s operation are necessary and that no new legis- 
lative programs are needed. The subcommittee agrees that in some 
parts of the country, notably in the northeastern centers of capital 
concentration, GI and FHA financing is readily available at a price 
very close to par. But, unhappily, the same situation does not prevail 
in most other areas of the country, particularly the South and Far 
West. 

The subcommittee is frankly concerned over the shortage of FHA 
and GI financing in many of these areas. We are deeply disturbed by 
the excessive discounts, particularly on GI loans, which we found to be 
a vexing problem in many of these areas. ‘The evils of excessive dis- 
counts and their burden upon the home builder and the home buyer 
were discussed thoroughly in our early report on mortgage credit. 
We cannot share the complacency of those who would do nothing to 
attempt to correct the inequities inherent in the present mortgage 
capital distribution pattern in which some few areas enjoy an abund- 
ance of mortgage capital in contrast to the distressing shortage of 
such financing in many other areas. 

Very recent events in the money market have greatly increased the 
subcommittee’s concern over this problem. During the winter 
months some easing in the mortgage market situation had gradually 
become evident, although, to be sure, the improvement shown was 
only moderate. Discounts remained heavy and money remained 
tight but fractional advances in the price of GI and FHA mortgages 
were reported. 

But toward the end of March 1956, the money market situation 
began to change drastically with serious portent for the housing 
industry. Because of the tremendous capital demands to finance 
plant and equipment expenditures and inventory accumulation, the 
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pressure upon investment funds intensified greatly in the spring. In 
addition, the monetary authorities again raised the Federal Reserve 
rediscount rate in early April. The rate was increased from 2% 
percent to 2% percent by most Federal Reserve banks and to 3 percent 
by the Minneapolis and San Francisco banks. As a result of these 
developments, bond prices dropped sharply to the lowest level since 
1953 and interest rates and yields rose accordingly throughout the 
money market. The rate on 91-day bills rose to the highest point 
since the bank holiday of 1933. 

The interrelationship between the yields on Government bonds and 
the relative investment attraction of Government-underwritten mort- 
gages has been dwelt upon at length in our second report on mortgage 
credit. It is clear that with the Victory bonds of December 1967-72 
recently yielding as much as 3.07, the relative investment appeal of 
4\%-percent Government-insured loans is materially reduced. 

The subcommittee does not believe that it is properly in iis province 
to comment on the wisdom or lack of wisdom of the Fedeial Reserve 
Board’s latest action in increasing the rediscount rate for the fourth 
time since April of last year. But, whether or not the rediscount rate 
increase was a wise policy decision, its repercussions upon the housing 
industry can only be unfavorable. Coming as it did in a mortgage 
market situation already plagued by abusive and excessive discounts 
and by shortages of funds in many areas, the action could very well 
have the most harmful consequences. The subcommittee fears that 
the combination of a rising interest rate structure and a restrictive 
monetary policy will act to curtail further the flow of funds into 
mortgage investment. Any further restrictions in the available 
supply of mortgage capital can only act to widen further t ie discounts 
on Government-underwritten loans and to exacerbate further the 
mortgage-capital shortages facing builders and home buyers in many 
areas of the country. 

The subcommittee is apprehensive over the consequences of a 
further tightening of the mortgage money market upon the rate of 
housing construction. The annual ae of housing star s has already 
dropped far below the one of a year ago. In March the seasonally 
adjusted rate fell below 1.2 milion units, reaching a 2-year low of 
1,140,000 on a mie adjusted annual basis. This current low 
point contrasts sharply with the 1.4 million rate experienced in the 
first half of 1955. The pickup in housing starts and in VA appraisal 
requests has failed to rise to the degree normally expecied in the spring 
of the year. We are fearful that the rate of hovsine construction 
may fall still further in the face of worsened conditio: s in the money 
market. 

Despite all of the pessimistic factors in the present situation, 
the administration’s top housing official continues to predict a total of 
1.3 million housing starts in 1956. Frankly, in view of the facts the 
subcommittee believes that such optimism is completely unfounded 
and unwarranted. Since housing starts in the first quarter of the year 
were at a seasonably adjusted annual rate of slightly below 1.2 million 
units, the seasonally adjusted annual rate of housing starts would have 
to rise sharply in the latter part of the year to an annual rate of 1.4 
million dwelling units or higher. In light of the worsened money 
market conditions and other factors such a development seems highly 
improbab'e, 
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3. THE NEED FOR GOVERNMENTAL ACTION 


In short, the subcommittee cannot share the complacency of those 
who counsel no action, and emphatically believes that steps must be 
taken now to ameliorate the abusive discount situation and to help 
provide the housing industry with adequate mortgage funds at a 
reasonable price. 

The subcommittee believes that these objectives can be partly 
achieved by making some improvements and liberalizing changes in 
the operations of the Federal National Mor tgage Association. At the 
same time, the subcommittee is not prepared at this time to endorse 
a complete revamping of the concept and structure of FNMA’s 
secondary market operation. We were greatly impressed by pro- 
posals of this kind made by the National Association of Home Builders 
and by the National Association of Real Estate Boards. Both pro- 
posals reflect serious thinking and hard work and contain a number of 
meritorious suggestions. But the subcommittee believes that further 
study and deliberation would be required before any basic innovation 
and alteration in FNMA’s secondary market operation would be 
justii.ed. The subcommittee is not prepared at this time to pass 
upon the merits of these proposals. Despite certain deficiencies in 
legislation and faults in administration, FNMA has been rendering 
considerable support to the private secondary market in recent 
months, and the subcommittee feels that that support can be made 
more effective—at least as a temporary palliative—by a series of 
individual corrective amendments without having to revamp com- 
pletely FNMA’s structure. Furthermore, as will be developed in a 
later section of this report, the subcommittee believes that in addition 
to liberalizing FNMA, additional new legislative programs are needed 
to supply tle necessary relief to the present distressed mortgage and 
home finance industry. 


4. FNMA PURCHASE PRICES 


Several proposals have been made to give FNMA more flexibility in 
establishing the price which it pays for FHA-insured and V A-guaran- 
teed mortgages. Under the law FNMA is required to set its prices 
“at the market price for the particular class of mortgages involved.” 
Pursuant to this requirement FNMA has set price se chedules for FHA 
and GI loans which vary by geographic area and which vary also 
depending upon the maturity of the loan and amount of down- 
payment. Prices range from 95 (for a no downpayment 30-year 
loan in some areas of the South and West) to 99% for a loan in the 
Northeast which carries a term of no longer than 25 years and involves 
a downpayment of 10 percent or more. The average price paid for 
the country as a whole through the end of 1955 was 97. 

Following the reconstitution of the new secondary market in the 
Housing Act of 1954, FNMA announced its price schedules in Novem- 
ber of that year. However, for months there was virtually no sales 
activity to FNMA. It v ras not until the private market really 
tightened in the late spring and midyear of 1955 that a pickup in sales 
activity to FNMA became noticeable. The explanation, at least in 
part, is that FNMA’s prices were in point of fact below the market 
averages then prevailing in a substantial number of areas. Since the 
law specifically directs FNMA to set its prices at market, only two 
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possible conclusions can be drawn. Either FNMA deliberately set 
its prices too low, thereby ignoring the expressed will of Congress, or 
FNMA/’s know ledge of market conditions was extremely poor. 

In any case, whether the unrealistic nature of the price schedule 
was deliberate or whether it was due to faulty knowledge and mistaken 
judgment, the passage of time and changing conditions in the mortgage 
money market gradually operated to bring FNMA’s price schedules 
more in consonance with market prices. With the tighte ning market 
the price of FHA and GI loans fell steadily during 1955, bringing 
FNMA prices more and more in line with the market in many area 
As a result, FNMA secondary market purchases rose sharply in the 
latter half of 1955. Thus, whereas FNMA had approved for purchase 
less than 2,000 loans in the 8-month period November 1954 through 
June 1955, ‘approvals totaled 3,200 loans in the third quarter of 1955 
and jumped to over 7,000 loans in the fourth quarter of 1955 and to 
over 7,600 in the first quarter of 1956. 

Actually, if the FNMA price schedule had been correctly set orig- 
inally, FNMA would probably have been justified in reducing its 
prices in the latter part of 1955 with the private market deteriorat- 
ing further. But, as pointed out, the change in market conditions 
corrected IFN MA’s original error and there was apparently no senti- 
ment in Government circles to commit the same error twice, particu- 
larly when the emphasis was gradually shifting from a deflationary 
policy in housing to a policy calculated to prevent housing construction 
from declining too far. 

Those who advocate changing the language of the law to give 
FNMA more flexibility in its pricing policy seem to feel that F NMA 
should lead rather than follow the market. Presumably if FNMA, 
instead of merely attempting to follow the market, should actually 
attempt to lead it somewhat, it would avoid exercising a depressant 
effect on mortgage prices. Obviously, should FNMA lead the mar- 
ket too far, an undesirable volume of sales to FNMA would probably 
occur. So presumably the advocates of change in language would 
want the language drafted to indicate that. FNMA should lead the 
market by a very narrow margin. However, the subcommittee 
doubts the necessity for any change in the law as long as FNMA 
officials follow the present law and set prices at the market. In the 
subcommittee’s opinion the strong objections to FN MA’s pricing pol- 
icy arose in large measure during the period when FN MA’s prices 
were unrealistically below the market. Now that FNMA’s prices 
have been made more realistic by market changes, the subcommittee 
believes that much of the basis for objection has been removed. 

Recommendation No. 1.—The subcommittee recommends no change 
in the present language governing FNMA’s pricing pattern; but at the 
same time urges that FNMA officials avoid mistakes of the past and 
maintain a continuous scrutiny of its pricing policy to assure that 
FNMA prices are in fact generally in line with the market prevailing 
in different areas. 


5. THE STOCK PURCHASE REQUIREMENT 


The present law requires that each mortgage seller buy stoc k in an 
amount ‘‘not less than 3 percent of the unpaid principal amount” of the 
mortgage, and FNMA by regulation is required a 3 percent stock in- 

vestment. Testimony received by the subcommittee on this subject 
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was mixed. One group, comprised generally of the institutional 
lenders, opposed any further libe ralization in the minimum stock pur- 
chase requirement. Others complained that the 3 percent requirement, 
taken in conjunction with the below par prices paid by FNMA, as well 
as the purchase fee of one-half of 1 percent or 1 percent, imposes too 
great a burden upon the users of FNMA. The subcommittee 1s in sym- 
pathy with those who believe the 3 percent stock purchase require- 
ment is too onerous. Since, in the usual case, a lender who is forced 
to resort to FNMA is in a distressed position because of his inability 
to find an outlet for his mortgages in the private secondary market, the 
subcommittee believes that the economic sacrifice imposed upon the 
seller should be minimized to the greatest possible extent. 

Recommendation No. 2.—The subcommittee recommends to the 
Banking and Currency Committee that the law be amended to reduce 
the stock purchase requirement to no more than 2 percent. It does 
not recommend adoption of the language in the administration bill 
which would set the stock purchase requirement “at or above 1 per- 
cent, on the basis of conditions in the housing market and in the 
economy generally.’’ Presumably if such a levisls ative change were 
placed in effect, FNMA officials would reduce the 3 percent factor 
to 2 percent. However, that is only a presumption and past experi- 
ence has raised doubts as to whether such wice discretionary latitude 
should be given to FNMA officials. The shaping of FNMA policy 
is undoubteaty influenced to a great extent by otner agencies in the 
Government, for example, the Budget Bureau and the Treasury. 
Thus, while FNMA officials might want to reduce the stock purchase 
requirements, it is quite conceivable that they could and would be 
overruled by other officials whose interests in housing are decidedly 
secondary. 

6. ADVANCE COMMITMENTS 


In our second report on mortgage credit the subcommittee tenta- 

tively suggested the possibility of authorizing FN MA to make advance 
commitments. We by no means have in mind a resumption of a 
large-scale purchase program by FNMA. The suggestion contem- 
plated a standby commitment arrangement under which FNMA 
would issue advance commitments to builders and mortgage com- 
panies who find it difficult to obtain such commitments in the private 
market. To quote from our earlier report: 
To guard against any wholesale dumping of loans into FNMA’s portfolio, the 
commitments would te ssued at a y;rice several pcints below market. Ideally 
conceived, such an arrange ‘nent could furnish an ‘mmediate prop in the home- 
financing process without the actual use of any appreciable amount of Federal 
funds, 

In this connection, it should be pointed out that in January FNMA 
put into effect a new “repurchase option” procedure applicable to 
its secondary market operation. In effect, it enables a seller who is 
willing to put up an additional 1 percent purchase option fee, in addi- 
tion to the stock purchase subscription, to have the right to repurchase 
the mortgage at the same price over a 9-month period. This new 
procedure may help free some mortgage funds, and a number of 
sellers may be willing to gamble an additional 1 percent fee in the 
hope that the market will improve so that they could buy the mort- 
gage back, sell it at a higher price, and recoup part of the losses en- 
tailed in the or iginal sale to FNMA. 
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But since the secondary market facilities of FNMA are available 
only to completed mortgages ready for delivery, FNMA’s new re- 
purchase option arrangement will still not offer direct commitment 
support which would help builders obtain construction financing in 
periods of credit stringency. 

In our earlier report the subcommittee contemplated tentatively 
setting up the advance commitment authority under FN MA’s special 
assistance program. Under present law FNMA does not have ad- 
vance commitment authority under the special assistance program 
but only for certain selected categories of mortgages deemed to merit 
special support. However, to introduce a general authority for ad- 
vance commitments in the special assistance program would require 
the authorization of additional funds since FNMA/’s special assist- 
ance program utilizes Federal funds entirely, and the subcommittee 
therefore believes it preferable to authorize the advance commitment 
feature in FNMA’s regular secondary market operation which uses 
private funds raised through the sale of corporate debentures. 

Although there was considerable opposition expressed at the Wash- 
ington hearing with respect to authorizing advance commitments, the 
subcommittee was gratified to note that the National Housing Con- 
ference, the National Association of Home Builders, and the National 
Association of Real Estate Boards all support the idea. 

Recommendation No. 3.—In view of the very tight mortgage money 
situation which has been aggravated still further by recent develop- 
ments in the money market, the subcommittee is convinced as to the 
necessity of supplying additional production credit supports to home 
buyers and builders in the many areas where funds for GI and FHA 
loans are virtually unobtainable except at prohibitive discounts. It 
therefore recommends to the Banking and Currency Committee that 
legislation be enacted authorizing FNMA to make advance commit- 
ments under its secondary market operation. We recommend that 
the enabling language be drafted to indicate that such commitments 
should be issued at a price high enough to provide production support 
to builders and yet sufficiently below ‘the prices offered by the Associa- 
tion for immediate purchase to discourage excessive sales to FNMA 
pursuant to advance commitments. The subcommittee contemplates 
that users of the advance commitment feature would not be required 
to buy FNMA stock unless the loans were actually delivered, and that 
users would pay a reasonable commitment fee for the privilege of 
earmarking FN MA funds and to cover FNMA operating costs. 


7. THE REDISCOUNT OR LENDING PROPOSAL 


The subcommittee has noted with interest the proposal advanced 
that FNMA’s operation be broadened to incorporate a rediscount 
facility for FHA-insured and VA-guaranteed loans. Under the pro- 
posal a lender could pledge or hypothecate a loan and borrow a certain 
percentage of the original principal amount, with the loan to be repaid 
over a short-term period of approximately 6 to 9 months. Sponsors 
of such proposal indicate that the creation of such a new facility in 
FNMA would be of great benefit to builders and mortgage lenders in 
areas where such financing is not normally obtainable through com- 
mercial banking channels. 

On the other hand, the subcommittee recognizes that to a very 
considerable degree the creation within FNMA of a rediscount facility 
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would place that agency in competition with a type of operation which 
has historically been performed. by the commercial banking system. 
We might point out, however, that the repurchase option recently put 
into effect by FNMA, which was discussed in the preceding section of 
this report, in effect enables a lender to obtain short-term credit when 
necessary by selling a loan to FNMA and then buying it back at the 
end of the 9-month period. 

The subcommittee is sympathetic with the objectives sought by 
the sponsors of this proposal and we believe they are to be commended 
for the thinking and hard work which has obviously been devoted to 
its preparation. It may well be that the authorization of the redis- 
count facility within FNMA could provide a useful supplemental 
credit mechanism to the home-financing process in many areas of the 
country. The subcommittee believes, however, that it should devote 
further study to the proposal before making any concrete recom- 
mendations. 


8. MAXIMUM MORTGAGE LIMIT 


Several witnesses, including Government spokesmen and_ the 
representative of the National Association of Real Estate Boards, 
favored repeal of the present $15,000 purchasing limitation on the 
original principal amount of a mortgage that the Association may 
buy. Presumably the advocates of such action believe that this would 
give support to housing in higher cost areas and to dwellings of three 
or more bedrooms, as well as enabling FNMA to acquire a more 
diversified portfolio. However, the subcommittee strongly believes 
that K NMA’s activities should be oriented toward the support of 
homes priced to suit the needs of the great bulk of American families 
concentrated in the middle and lower income ranges. It is a question 
of priorities and the subcommittee believes that the highest priority 
should go to homes in the middle and lower price brackets, and that 
FNMA’s activities should not be diluted and weakened by channeling 
a measure of its support to the higher income families less in need of 
assistance. 

The subcommittee does realize, however, the special high cost 
problem which exists in Alaska, Guam, and Hawaii, and is in sym- 
pathy with the proposal to exempt FHA-insured and VA-guaranteed 
joans in these Territories from the $15,000 limitation. We are also 
aware that a special problem may come to exist with respect to title 
VIII military housing loans. 

Recommendation No. 4.—The subcommittee recommends no change 
in the present $15,000 ceiling except (a) that it be waived for FHA 
and GI loans in Alaska, Guam, and Hawaii, and (6) that it be waived 
for title VIII loans in the event the subcommittee’s previous recom- 
mendation to increase the per dwelling average above the present. 
$13,500 level is adopted. 


9. SPECIAL ASSISTANCE PROGRAM 


(a) Prices paid for special assistance mortgages 

In our previous report on mortgage credit the subcommittee ex- 
pressed disagreement with FNMA’s policy of buying special assistance 
mortgages only at a substantial discount. 

The special assistance program has a twofold purpose: (1) As a 
means of retarding or stopping a decline in mortgage lending and home- 
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building activities “which threatens materially the stability of a 
high-level national economy,’’ and (2) to provide special assistance 
for selected types of home mortgages for segments of the population 
unable to obtain adequate housing under established home-financing 
programs. As for the price to be paid for special assistance mortgages, 
the law states that the price to be paid ‘shall be established from time 
to time by the Association.” 

Notwithstanding the objectives of the special assistance program, 
FNMA officials decreed a 2-percent discount or a price of 98 for 
special assistance mortgages; e. g., section 213 cooperative mortgages, 
and section 221 mortgages for relocation housing for persons living 
in urban renewal areas. (Because of their unique characteristics 
a price of 99% has been set for title VIII military housing loans.) 

Since FNMA also charges a 1 percent commitment fee plus a mini- 
mum of one-half of 1 percent purchase fee, this means that a section 
213 sponsor or a section 221 sponsor had to pay 3% points just to ob- 
tain FNMA financing, and in the final analysis it is the purchaser 
who pays the toll. 

Testimony of the FNMA hearing and further reflection on the 
part of the subcommittee has served to confirm our view that FNMA’s 
policy of paying below par prices for special assistance mortgages is 
unjustifiable. ‘These eT codices programs are in many cases 
fledgling programs greatly in need of special support to put them on 
their feet. The subcommittee believes that this consideration should 
be paramount in FNMA’s policy and that these especially deserving 
programs should be accorded the most favorable treatment possible. 

Apparently the subcommittee’s earlier recommendations have had 
a salutary effect upon the thinking of the FNMA officials. The sub- 
committee is gratified to note that FNMA finally revised its policy 
and, effective April 21, 1956, increased the price it would pay for 
special assistance mortgages from 98 to 99. This will help somewhat 
to relieve the financing burden upon special assistance mortgages and 
is a step in the right direction. 

Recommendation No. 5.—In order to give the greatest possible 
support to special assistance mortgages which the Congress has 
expressly endorsed as deserving special treatment, and in order to give 
all possible encouragement to special assistance programs such as the 
urban renewal programs under sections 220 and 221, which clearly 
need the greatest kind of encouragement to get them under way, the 
subcommittee recommends that legislation be enacted directing 
FNMA to pay par for special assistance mortgages. In making our 
recommendation, we wish to stress that this need not necessarily 
be regarded as a permanent policy, and therefore qualify our recom- 
mendation by suggesting that the requirement of a par price be 
instituted on a limited time basis; for example, for a 1-year period. 
(6) Additional special assistance funds 

Under present law the President is authorized to use $200 million 
for commitment and purchase of special assistance mortgages and, in 
addition, can use $100 million more for the purchase of 20 percent 
participations in special assistance mortgages. Under this authority 
a large proportion of the funds have been earmarked for special 
assistance programs: $160 million of the $200 million for home mort- 
gages and $50 million of the $100 million for the purchase of a partial 
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participation in mortgages. If several of the special assistance pro- 
grams, particularly the urban renewal insurance programs, finally 
begin, as everyone hopes, to swing into high gear, additional authority 
may well be needed by the President to give adequate financing sup- 
port through the FNMA special assistance program. It should also 
be borne in mind that in addition to providing special assistance to 
selected housing programs, “NMA’s special assistance program under 
the law is supposed to provide a vehicle for softening a decline in 
mortgage lending and home building activities which might threater 
undesirable economic consequences. 

Recommendation No. 6—The subcommittee recommends that the 
present $200 million authority to purchase whole mortgages be 
increased to $400 million. We are making no recommendation with 
respect to funds for the purchase of mortgage participations because 
there seems to be little interest in this type of financing arrangement. 
The subcommittee is aware, of course, that even with the $200 million 
increase, FNMA’s available funds would no doubt prove hopelessly 
inadequate in any attempt to combat any serious threat of recession 
in the home building industry. But the additional authorization of 
$200 million should help provide sufficient funds so that FNMA can 
render the necessary support to the special housing programs meriting 
eligibility under the special assistance program. 


(ce) Special assistance for low-cost housing 

In our extensive hearings, studies, and investigations, the sub- 
committee has constantly been reminded of the fundamental problem 
which is inevitably encountered when housing problems are con- 
sidered. We refer, of course, to the difficulty of building housing at 
costs and prices which families in the lower income brackets can afford. 
No one has found as yet any completely satisfactory solution to this 
fundamental problem. However, whenever an opportunity occurs to 
do something toward achieving this great objective, the subcommittee 
believes that forthright action should be taken. We believe that there 
is one program within title II of the FHA which offers considerable 
promise in this direction. Section 203 (i) of the National Housing 
Act is designed to encourage the construction of low-cost homes in 
outlying and rural areas. The housing must meet minimum adequate 
standards, but the standards are not quite as rigorous as those pre- 
scribed for housing in urban centers. Since the maximum permissible 
mortgage is $6,750, section 203 (i) contemplates housing in the price 
range of $6,000 to $7,000. 

It is encouraging to note that there has been some activity among 
builders and lenders in section 203 (i) housing. But so far such 
activity has been of moderate proportions, and the subcommittee be- 
lieves that it would be extremely desirable to stimulate a much 
greater volume of such construction. We are particularly hopeful 
that section 203 (i) could supply at least a partial answer to the unmet 
housing need of the lower income families, particularly for retirement 
housing for elderly families and for lower income families among 
minority groups. 

While it is true that there has been some lender activity in making 
section 203 (i) loans, it is a well-known fact in the mortgage business 
that many lenders do not look with favor upon loans which fall below 
approximately $8,000 in original principal amount. Larger loans cost 
no more to originate or service and of course return more income. 
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This disinclination to invest in smaller loans apparently applies to 
section 203 (i) loans despite the fact that in practical effect section 203 
(i) mortgages carry a 5 percent interest rate, since in addition to the 
basic 4% percent permissible interest rate, the lender is authorized to 
charge the borrower an additional annual one-half of 1 percent 
service charge. 

Recommendation No. 7.—In order to give every possible encourage- 
ment to this type of so which offers considerable promise in 
meeting the housing needs of lower income families, elderly families, 
and families of minority groups, the subcommittee recommends the 
enactment of legislation to set up a $50 million revolving fund under 
the special assistance program to support FHA-insured section 203 (i) 
loans. 


(i 


(d) The revolving fund for section 213 mortgages 

In a previous report we alluded to the surprising problem the sub- 
committee discovered in connection with the limitation on FNMA 
commitments to $5 million in any one State. Although the $50 
million overall fund is revolving—i. e., so that additional advance 
commitments can be issued so long as the outstanding total does not 
exceed $50 million—FN MA has taken the position that under the law 
the $5 million suballocation to any one State is not revolving. Assum- 
ing that FNMA’s interpretation of the law and the legislative history 
is correct—although, frankly, the subcommittee believes that FNMA 
could have ruled diffe ‘rently—it is clear to the subcommittee that the 
Congress intended both the overall total and the States’ suballocation 
to revolve. 

Recommendation No. 8.—The subcommittee therefore recommends 
legislation which will make it crystal clear that the $5 million per 
State suballocation maximum is to be a rev olving fund, exactly similar 
to the overall revolving fund countrywide. 


10. THE NEED FOR ADDITIONAL SECONDARY MARKET SUPPORT 


The subcommittee believes that the foregoing improvements to 
FN MA’s operation should help g greatly to increase the effectiveness of 
FN MA’s support to the private mortgage market. But at the same 
time the subcommittee is so greatly concerned over the vexing mort- 
gage capital shortages and the undesirable aspects of abusive and 
excessive discounts, and over the possible recessionary effects of 
mortgage money shortages upon housing construction, that we 
strongly believe some additional form of government support is 
vitally ‘needed. 

The subcommittee is hopeful that the long-term solution to the 
mortgage money problem can be achieved through a gradual participa- 
tion in mortgage investment by the great pools of capital now accu- 
mulated in pension and trust funds. We are encouraged over recent 
developments which indicate that some progress is beginning to be 
made along this line. The subcommittee is convinced that pension 
and trust funds have a tremendous potential support role in the 
housing finance field and definitely plans to hold hearings this year on 
the subjec t so that we can make recommendations to the Banking and 
Currency Committee on the problems which must be solved before 
large-scale participation in mortgage investment by pension funds can 
become a reality. 








12 FEDERAL NATIONAL MORTGAGE ASSOCIATION 


The widespread participation of pension funds is a hoped for future 
event, however, and offers no solution to the critical and pressing 
problems facing the home building and home finance industry in the 
immediate present. In addition to a more effective FNMA which we 
believe our recommended changes will achieve, the subcommittee is 
convinced that a new program is needed to supply immediate relief, 
particularly to those areas hardest hit by the lack of availability of 
mortgage funds. On several previous occasions the proposal has been 
advanced to use a portion of the reserves of the veterans’ national 
service life insurance fund for investment in GI loans. The sub- 
committee has given this proposal careful study and attention and 
believes that, with proper safeguards, the use of a portion of NSLI 
funds can provide immediate and direct relief to prospective veteran 
homeowners, and, as a consequence, to the home building and home 
financing industry. Such a new program could well serve as a pilot 
project to encourage the participation of private pension funds in 
guaranteed and insured mortgages. 

Recommendation No. 9.—The subcommittee therefore recommends 
that legislation be enacted which would authorize the investment of 
up to 10 percent of the NSLI reserves in VA-guaranteed loans. Since 
the NSLI reserves now total approximately $5% billion, this would 
provide more than $500 million for the purchase of GI loans. The 
subcommittee recommends that the new program, since it is experi- 
mental and untried, be authorized for a 1-year period only. It further 
recommends that the legislation require that the funds be used for the 
purchase of GI loans only in those areas where discounts are heaviest. 
Channeling the $500 million to the areas in greatest need is clearly 
desirable and would also maximize the supporting effect of the approx- 
imately $500 million provided. It also recommends that the legis- 
lation provide a safeguard which will guarantee the fund against any 
loss. This could be done, for example, by requiring that any loan 
acquired by the fund which defaults be refunded or purchased by the 
Administrator of Veterans’ Affairs. Thus, the safety of the NSLI 
fund would be ironclad and moreover lower premiums or higher 
dividends would be made possible by the increased earnings which 
would inure to the fund. The subcommittee further recommends 
that the authority to invest NSLI funds in GI loans be vested in the 
Secretary of the Treasury and that the services of FNMA be used by 
the Secretary to carry out the purchasing and servicing functions 
involved. 


11. PROPOSAL FOR A NEW MORTGAGE PURCHASE PROGRAM BY NONPROFIT 
ORGANIZATIONS 


Several witnesses arguing that FNMA support activities cannot 
reach a large area of the housing needs of lower income families, 
proposed an entirely new program designed to provide long-term, 
low-interest loans to cooperatives and nonprofit corporations. The 
program would call for the establishment of a nonprofit mortgage 
corporation to which the Federal Government would make an initial 
capital stock contribution. It would contemplate that the stock 
would be gradually retired from the proceeds of the sale of stock to 
borrowing cooperatives and nonprofit corporations. The proposal 
would call for the guaranty by the Federal Government of the bonds 
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which corporations would be authorized to issue. Because of this 
guaranty feature the interest rate could be kept at a low level. This, 
coupled with the proposal to permit loans of 40 years maturity, 
would greatly reduce the monthly carrying charges and would therefore 
greatly lower housing costs to the consumer. 

The subcommittee recognizes, of course, that this proposal envisages 
a completely new sphere of housing activity by the Government and 
as ou is not precisely pertinent to the subject of this report. Because 
the proposal calls for an entirely new program with many novel and 
untried features, the subcommittee plans to give further study to the 
proposal before making any recommendation. 


O 





